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EDITORIAL DEPARTMENT NOTE 


Probably there is no type of business organization in which the 
necessity and possibilities for control through accounts is greater than 
in the chain store field. The physical separation of the units, the vari- 
ations of their problems with local conditions, the great volume of 
detail make the problem of controlling chain store operations primar- 
ily one which can only be solved adequately through the accumulation 
of great quantities of accounting information and the careful analysis 
and interpretation of this information. In this issue of the Bulletin, 
this problem of chain store control is presented from two different 
viewpoints, the variety store chain and the confectionery chain. In 
—_ cases the control of stock is emphasized, but from quite different 
angles. 

Our first article is by John A. Krut, who is Vice President, Secre- 
tary and Treasurer of the G. C. Murphy Co. with Headquarters in 
McKeesport, Pa. Mr. Krut, after graduating from the Pittsburgh 
Academy Prep School, received his academic education at Duquesne 
University. In 1912 he joined the Arbuthnot-Stephenson Co. of Pitts- 
burgh as Accountant, and continued in their employ until 1927, when 
he joined the G. C. Murphy Co. Mr. Krut’s paper was presented as a 
talk before our Pittsburgh Chapter. 

The author of our second paper, R. F. Brockmiller, is a graduate 
of Cass Technical High School of Detroit and the Detroit City Col- 
lege. For fifteen years following his graduation be served the Bur- 
roughs Adding Machine Co. in various capacities in their cost and 
payroll departments. For the past five years he has held the position 
of Cost Accountant for Fred Sanders, a company operating twenty- 
one confectionery stores in Detroit. Mr. Brockmiller is a member of 
our Detroit Chapter. 


Articles published in the Bulletin present many different viewpoints. 
In publishing them the Association is not sponsoring the views ex- 
pressed, but is endeavoring to provide for its members material which 
will be helpful and stimulating. Constructive comments are welcomed 
and will be published in the Forum Section of the Bulletin. 
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METHODS AND PROCEDURES OF THE 
G. C. MURPHY COMPANY 


By J. A. Krut, Vice President, Secretary and Treasurer, 
G. C. Murphy Company, McKeesport, Pa. 


Fundamental Principles of Chain Store Operations 


| Soeaniel successful chain store syndicate was founded on the 
theory that the most important factor contributing to the suc- 
cess of any business is service to its customers. The fundamental 
principles upon which service rests are: having what the people 
want, letting them know you have it, serving them promptly and 
courteously, and organizing to guard the merchandise and cash. 
To implement these principles the G. C. Murphy Company has 
two hundred outlets divided into twenty districts, in twelve states 
and the District of Columbia. It also has a merchandise and sup- 
ply warehouse, a main supervisory office, and a New York City 
buying office. It has no manufacturing operations. The account- 
ing control for all units is centered in one main office. 


Organization of the G. C. Murphy Company 


The operation of all these units is handled through the following 
divisions : 
(1) A real estate department, which secures locations and 
‘ handles problems relating to buildings and leaseholds. 

(2) An architectural and construction department, which plans, 
builds, equips and maintains the buildings. 

(3) A buying and merchandise division, which selects merchan- 
dise and makes it available for stores. 

(4) A sales department, which controls the sales policies 
and selling personnel. 

(5) A financial department, which controls accounting and re- 
lated problems. 


In addition to these five divisions, and responsible to one or 
more of them, are other departments such as traffic, bureau of 
standards, personnel, sales promotion and merchandise investment 
controi. 
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Function of the Real Estate Department 

In the real estate department, the natural tendency for the loca- 
tions man is to try to find a large property in a one hundred per 
cent location in a large city. This is a difficult task in this day and 
age, for with more than six thousand variety stores in the United 
States, all of the large cities are pretty well covered, and practically 
all of the good locations are taken. When a location is considered, 
many tests must be made, the first one being the need for the store 
in the community. It is often found that there are already enough 
stores in a community, and to open another would not only mean 
an unprofitable operation for the contemplated store, but would 
make it more difficult for the others to show a satisfactory profit. 

When it is impossible to secure locations or arrange satisfactory 
terms for locations in large or medium-size towns, small towns 
must be resorted to, and untried territory pioneered. Some of the 
most profitable stores are the result of ventures of this kind, due 
to the fact that there is only one variety store in town, and com- 
petition dares not come in, as it is realized that the population of 
the town could not support more than one variety store. 

Before closing a deal for a store location careful consideration 
must be given to these factors: population of the town and sur- 
rounding territory; buying power of the community; investment 
requirement in real estate or leasehold improvement, fixtures and 
merchandise ; rent to be paid, and term of lease ; the probability of 
its being a permanent business and shopping center ; and sales, cost 
of operation, and profit to be expected. , 

The policy of the G. C. Murphy Company today is to avoid, as 
far as possible, signing percentage leases.- In theory, the per- 
centage leases work out, but unfortunately, the guarantee in many 
instances equals what is considered a fair rental for the premises, 
and any percentage of the minimum turns out to be a gift to 
the owner of the property. Under good business conditions, the 
tenant pays on the greater volume, and, poor conditions, struggles 
under a minimum that is, in effect, no relief when sales are poor. 

Years ago, when variety chains were strictly five and ten cent 
stores, the volume of sales per store was small, but the margin of 
profit was sufficient to warrant rentals of five, six or even seven 
per cent of sales. Today, with higher payrolls, taxes and other 
operating expenses, with narrowing margins of profit necessitating 
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tremendous expansion in lines of merchandise, percentage leases 
which were signed several years ago are becoming burdensome. 
Twenty years ago a five and ten cent store with yearly sales of 
$50,000 was considered a satisfactory operation. Now, in order 
to show a satisfactory profit, it is necessary for that same store 
to produce sales of about $150,000. If that store had a lease on a 
five per cent of sales basis, the yearly rent would be $7,500, com- 
pared with $2,500 the first year of operation. 

The expansion program has also changed somewhat. A few 
years ago the tendency was to get as many stores as possible, and 
stores with thirty foot frontages were satisfactory. Faced with 
the necessity of providing sufficient space for tremendously ex- 
panding lines of merchandise, it is now necessary to seek larger 
stores, with frontages of sixty, seventy or eighty feet. It is in- 
creasingly difficult to obtain space large enough for units in one 
hundred per cent locations, and therefore expansion through in- 
creasing the number of stores has been curtailed. Expansion is 
now obtained by enlarging and improving the present stores. 

The answer to the question of the advisability of owning or 
leasing property is that leasing is preferable. The G. C. Murphy 
Company is not in the real estate business, and its money can be 
invested more profitably in merchandise. The ideal setup is 
where the real estate owner will pay for the improvements and 
give a long lease on a gross rental basis, but there is no objection 
to signing leases for periods of from fifteen to thirty-five years, 
and investing sizable amounts in leasehold improvements and 
fixtures. 


Budgetary Control Procedure 


The budgetary control procedure of the G. C. Murphy Company 
is based on the theory that it is more profitable to look forward and 
establish aims and quotas in accordance with what is expected to 
happen, than to look backward and be concerned too much with 
what had happened. First, an optimistic sales aim is established, 
taking into consideration the present trend of business, the im- 
provement to be expected on account of remodeling of stores in 
the past year, and the additional sales to be had from new stores 
and those to be remodeled in the current year. An optimistic fore- 
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cast is prepared, showing what can be done in case the optimistic 
sales aim is realized. 

A conservative forecast is also prepared, showing the lowest 
amount of profit to be expected from operations in case business 
drops off and sales estimates are not reached. All sales and gross 
profit quotas for stores and departments are set in accordance with 
the optimistic forecast. Stock limits, buying allowances and all 
controllable expense quotas are set according to the conservative 
forecast. This method guards against the disastrous result which 
would naturally follow when an operator with a high sales and 
gross profit aim would allow his expenses to run up to the quotas 
based on the optimistic forecast, and then fail to reach his sales 
aim. 

Because the expense control is established according to the con- 
servative forecast, there is no trouble with expenses being too low 
when an operator succeeds in getting sales based on the higher 
aim, The expenses just automatically increase. 

By establishing stock limits and allotting merchandise purchase 
allowances on the conservative basis, there is always sufficient lee- 
way to produce as much as ten per cent sales increases. As soon 
as it is noticed that sales increases exceed the conservative esti- 
mate, adjustments are made for higher purchase allowances and 
more stock. Monthly reports, showing the comparison of budget 
figures with actual figures for the month just closed, are furnished 
to each store operator. The budget for the current month is also 
reported to him. This method keeps the store operator currently 
informed of his progress in his endeavor to beat the record of the 
previous year. In addition to furnishing each store manager with 
monthly reports, each Home Office control operator is furnished 
with a report, by stores, covering the account he is controlling, so 
that he may correspond with store managers to get them in line 
as far as his control is concerned. 

For example, it is the duty of one person in the Home Office to 
control store salaries and payrolls. His job is to keep each store’s 
salary and payroll account in line with the budget quotas. It is not 
a case of seeing how low payrolls can be forced, but rather a job 
of having them neither too high nor too low. A lot of money can 
be wasted by careless, easygoing, weak-kneed control. On the 
other hand, a lot of money can be lost by failure to get maximum 
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sales due to stringent, hard-boiled, or dictatorial control which 
does not permit sufficient help or does not pay sufficient wages. 
It is just as important to guard against one as the other. A middle- 
of-the-road policy seems best. 


Merchandising Procedure 

Next in importance to getting an advantageous location, is sup- 
plying the proper merchandise. The problem involves more than 
merely preparing a list of items available. It must be understood 
that there are many different sizes of stores in small, medium and 
large towns. The sales range per store is from fifty thousand dol- 
lars in the smallest, to more than two million dollars per year in 
the largest. 

This wide variation in the sales volume comes in two ways: 
first, in the range of items carried; and second, in the quantities 
of items sold. This is readily understood when it is considered that 
in a store with a yearly sales volume of approximately $50,000 the 
quantity of a certain item sold might be only one dozen in the en- 
tire year; whereas, in a store with a volume of two million dollars 
per year, this same item may be a good steady seller. Conse- 
quently, many of these items are eliminated from the listings to the 
smaller stores, creating a variation in the number of items listed 
to the various classes of stores. Another reason for limiting the 
range of items in the smaller stores is that physically there is not 
sufficient space to display them. For these reasons stores are di- 
vided into five groups. Group 1 stores are permitted to buy all 
listed merchandise, which makes available to these stores approxi- 
mately 30,000 items. This number is gradually diminished until, 
in the fifth or Smallest group, there are available only approxi- 
mately 15,000 items. 

The buyers determine the sources of supply for merchandise, 
which is then listed for the convenience of store managers, who 
actually do the major portion of the buying. In order to guide the 
store managers in their buying, a list is prepared, covering the out- 
standing items in all of the different departments. This is known 
as the check list, and it is the required duty of the store manager 
to see that every item on this check list is carried in his store at 
all times. It alone will guarantee completeness of stock, to the 
extent of 30 per cent in number of items, which will produce more 
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than 80 per cent of the sales volume. On the other 70 per cent 
of items, the manager must use his own judgment, and buy to 
satisfy the demands of the particular community in which his 
store is located. This gives the manager an opportunity to judge 
community wants and render special service in various kinds of 
merchandise required in different localities. 

The next problem is to determine the proper amount of in- 
vestment in merchandise in each store, to be used as a basic stock 
limit. Experience shows that, as the actual dollar sales volume of 
a store increases, the proportion of necessary investment gradually 
decreases. In other words, if it is necessary to carry an invest- 
ment of $25,000 to produce $100,000 in sales, it will not be neces- 
sary to carry an investment of $250,000 to produce $1,000,000 in 
sales. In the smaller stores, in order to obtain paying shipments, 
it is necessary to buy stock which will last from two to four 
months; whereas, in the larger stores, orders for paying ship- 
ments can be placed at more frequent intervals. It has been 
found that in the smallest volume stores it is necessary to carry 
investment on a basis of from three to four months’ sales, which 
will produce approximately 3% turnovers a year. In the largest 
stores it is only necessary to carry an investment based on ap- 
proximately five to six weeks’ sales, which produces as high as 
9% to 10 turns a year. 

The determination of the stock limit is particularly important 
when it is considered that there are two hundred different man- 
agers, all buying merchandise, each of them maintaining that his 
store is an exception and should be permitted to carry an unlimited 
amount of stock. Some of these managers are naturally inclined 
to be conservative, while others are inclined to be optimistic. It is 
necessary not only to guard against over-conservatism, which lim- 
its the possibility of getting maximum sales; but it is also neces- 
sary to guard against over-optimism, which causes heavy stocks 
and carry-overs of seasonable merchandise. There is just as 
much danger in one as in the other. 

It is this problem which makes control in the syndicate store 
difficult. It is a comparatively easy matter to control a stock of 
eight or ten million dollars, when it is all carried in one large 
store, or in one store and a warehouse or two; but the problem 
becomes a little more complicated with 200 stores of various sizes, 
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in 200 different localities, in control of 200 different store man- 
agers. A stock limit is established for each store, based on ex- 
pected sales for the year, the turnover that should be had on such 
sales, the population and buying power of the community, the 
competition of the town, the counter footage of the store, the 
current business trend, and extraordinary or exceptional con- 
ditions. The policy of investing to produce expected sales ob- 
tains more satisfactory results than the old method of providing 
merchandise based on what has been accomplished. When com- 
petition becomes a little too keen, a special concession is made, 
and a little more than average stock is permitted, to give the man- 
ager a better chance to hold his own. Counter footage is taken 
into consideration because the larger size stores require additional 
stocks to make good representative merchandise displays. 

The basic stock limits are established at the beginning of the 
year and are sufficient to provide enough merchandise to produce 
expected sales for the month of January, which is the lowest sales 
month of the year. If January sales are taken as normal, at 100, 
sales during the other eleven months of the year vary from 110 
to 260 per cent of January sales. It is necessary to provide more 
merchandise for the months when the sales expectancy is greater. 
To automatically control this fluctuation, a variable stock limit 
schedule is used, which provides from 100 per cent to 165 per 
cent of basic stock limit. In order to have the desired amount of 
stock on hand at the beginning of each month, it is necessary 
to estimate the business trend of the immediate future, so that 
Sufficient merchandise may be on order to keep the stock on hand 
in line with the trend. When business conditions are good, the 
manufacturers ,are a little slower in making shipments, and, ac- 
cordingly, a larger amount is carried on order than when business 
is poor and shipments are made more promptly. 

Experience has taught that it is not wise to give a manager a 
stock limit and variable schedule, and let him order as he wishes, 
or, in other words, control his own stock. Before many months 
it would be found that most managers were running wild, with 
overbuys, causing carry-overs and a deplorable stock condition 
involving from one to two million dollars investment in unseason- 
able merchandise. To guard against such a condition, a weekly 
purchase allowance is granted, based on present stock, expected 
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sales for the month, and the stock limit established by the variable 
schedule for the end of the month. All orders placed by the 
store manager are cleared through the Home Office, and are 
charged against purchase allowance. 

When a store manager tends to overbuy his allowance and the 
beginning of a bad stock condition is detected, the district super- 
intendent in charge of the store is notified, so that an investigation 
may be made to determine the cause of the unbalanced stock. 
Then, it is the duty of the superintendent to guide the manager 
in correcting this bad condition. Sometimes, when a bad stock 
condition is found, rather than cut down the purchase allowance to 
correct the condition, thereby sacrificing sales, special considera- 
tion is given, permitting continuance of the regular purchase al- 
lowance over a period of about six months. As a rule, this is 
ample time to correct the bad condition and get the stock more 
evenly balanced. 

A great number of small service items are carried in the stores. 
While it is important to have these items on hand at all times, to 
render a complete service, it is also true that they are not carried 
in great quantities, and, therefore, if they were purchased direct 
from a shipper, the small quantity needed would require the pay- 
ment of excessive transportation charges. These service items, 
and all regular staple items, are carried in the Company ware- 
house, and the stores have a regular catalog listing. Purchases 
are made from this warehouse each week, which enables the store 
manager to purchase minimum quantities and get prompt deliver- 
ies at a very low transportation cost. Approximately 25 per cent 
of all merchandise carried in the stores is serviced from this 
warehouse. The other 75 per cent is shipped direct to the stores 
by manufacturers or importers. The old syndicate method of is- 
suing lists, from which the store managers bought merchandise, 
was to give the name of the manufacturer, and show every item 
listed by that manufacturer. In some cases, the same item was 
listed by as many as five or six different suppliers. With this 
method it was always difficult for the store operator to know how 
much of any particular item was on order, as he had to refer to all 
of the different shippers who could supply the item. 

The G. C. Murphy Company has been experimenting with a 
new system four buying, which is to permit the stores to have list- 
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ings according to merchandise items in various groups, instead 
of according to shippers. This enables the manager to buy a 
complete group of merchandise, regardless of the shipper. For 
example, if four numbers of men’s fancy hose, at 25 cents a pair, 
from four different shippers, were carried, all four numbers would 
be listed on the same page in the list book, with the shippers’ 
names shown opposite the listing. When the stock on hand is 
taken the buyer has a complete picture of his entire stock of 25 
cent hose, and can distribute the buying as he wishes. With the 
old system he purchased from shipper Number 1 a few dozen 
of 25¢ hose; a few dozen at 39¢; and a few of the 49¢ ones; and, 
then as he would go through the list book and come to the next 
shipper, it would either be necessary to record all his purchases 
from previous shippers, or take a long guess as to the requirements 
from shippers Numbers 2, 3, and 4. This new method of listing 
merchandise gives the store manager an automatic summary of 
each separate group of merchandise handled, and also gives the 
classification very similar to the way it is displayed on the counter. 

The books are designated in such a way that periodic inventories 
and purchases for an entire year are shown, and a complete record 
of the production of the item may be had at any time during the 
year. Another advantage of this method of buying and record- 
ing purchases is the ready reference to the record in the following 
year; at any time, the production of items in the various seasons 
may be determined at a glance. This system provides an easy 
method of letting the department managers know the most pro- 
ductive items in each department because the highest sales volume 
item in each group is shown at the head of the list, next highest 
second, and so on in the order of production. 

To further control stocks in stores, to keep them liquid and 
active, a stock report is furnished each month to the district su- 
perintendent. It shows in detail the stock condition of each store 
in his district, the basic stock limit for each store, and the amount 
of stock the store should have according to the variable schedule. 
This is compared with the actual stock on hand. The report also 
shows a comparison with the previous year, of sales and buying 
margin for the month and to date. A monthly report is also fur- 
nished to each buyer in the Home Office. This report shows sales 
increases, stock on hand, and buying margin, so the buyer can 
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compare his showing with that of other buyers. The proportion 
of sales of each department to total sales is shown. This is for 
the purpose of keeping each buyer in the race, as all buyers are 
anxious to maintain their standing. The report points out the 
departments where sales and margins are falling behind; it acts 
as an incentive to spur the buyer on to take the action necessary 
to regain the standing for his departments. 

In order to keep all control operators currently informed and to 
overcome the shortcomings of monthly or quarterly reports on 
past performance, which, as a rule, are furnished too late for effec- 
tive action, the district superintendents and Home Office control 
men are furnished with a weekly report of sales, purchases and 
payroll, for each store, compared with the same week of the pre- 
vious year. This report enables them to take prompt action to 
determine the cause, and, if possible, correct unnecessary, bad 
conditions. 

This explanation will give you an idea of the method of control 
of merchandise investment by the Home Office. But there is an- 
other control necessary, more important than the Home Office 
control ; that is, the control the store manager has of each depart- 
ment within his store. When the Home Office establishes the 
stock limit for the store, the manager must break it down and allot 
a stock limit for each department. Here, again, variable schedules 
must be established, and they are more complicated than the one 
established by the Home Office. The monthly fluctuations of total 
sales of stores are so nearly alike that one variable schedule can 
be used for all stores, except seashore or summer resort stores, 
but, within the store, a variable stock schedule must be established 
for each department, and there are thirty-five of them. This is 
the duty of the manager. His only guide is his past record of 
department sales for his store, and a chart furnished by the Home 
Office, showing syndicate figures for each department’s percentage 
of total sales for the month and the year, and also the volume 
produced by each department in each month of the year. 

As an example, candy produces about 10 per cent of the total 
sales for the year, but this production is not uniform, as the 
percentage will vary from 14 per cent of total sales for the month 
in which Easter falls, to as low as seven per cent of total sales in 
December. Toys produce 4.8 per cent of total sales, but the fluc- 
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tuation is from two per cent in January to 14.5 per cent in Decem- 
ber. The whole purpose of the stock limit variable schedule and 
purchase allowance method is to keep good clean stocks in 
sufficient quantities to produce maximum sales and to guard 
against dead stocks and heavy carry-overs. Each store keeps 
a departmental stock control record by charging merchandise 
receipts at selling value, and crediting sales. The record is 
adjusted by allowing credit for markdowns and other known 
losses. The purpose of the known loss allowance is to insure 
always having the full quota of stock limit on hand. Invoices 
are approved by the manager, listed on a record showing cost 
and selling value of each invoice, and the total of clearance. 
They are then forwarded to the Home Office for handling, where 
they are checked, and the rate of cash discount is noted on the in- 
voice. This cash discount, however, is not figured by the checker. 


Accounting Methods 


A few years ago all the store accounting work in the Home 
Office was done manually. As the business grew, the number of 
invoices and reports became so voluminous that something had 
to be done to simplify and speed up the office work without de- 
veloping an army of routine workers. A punched card and tabu- 
lating system was developed, with which is now handled automati- 
cally approximately 75 per cent of all store and Home Office 
accounting. 

» When invoices are received from the stores, key punch ma- 
chines are used to record all the necessary data on cards. The 
cards are then sorted to store order and tabulated for checking 
to the stores’ records. After store records are balanced, discount 
cards are taken out with a sorting machine. These cards are then 
run through an automatic multiplier which figures and records the 
amount of discount and the net amount of invoice. This machine 
practically eliminates all errors in figuring and deducting cash dis- 
counts, which make it possible to go on with the tabulating work 
without the usual delays necessary on account of correcting errors. 

The next procedure is to sort invoices according to vendors, after 
which they are automatically listed on continuous form statements, 
which are used as remittance sheets, to accompany checks to vend- 
ors. The statements as listed by the tabulator show the vendor’s 
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name and account number, the store number, date of invoice, gross 
amount, freight, and other deductions, cash discounts, net amount 
of each invoice, and totals of all columns. As the tabulator pre- 
pares the vendor statements, a summary card for each vendor 
account, showing the totals, is automatically punched with a key 
punch machine that has been wired up with the tabulator. The 
summary cards are run through another tabulator to prepare the 
disbursement record, which shows only vendor, account number, 
gross and net amount of payment. This record is sent to the 
check-writing machine, which automatically dates, numbers, fills 
in amounts, and two signatures on checks. This machine also 
prepares the check register, the total of which must agree with 
the net total shown on the disbursement sheet. Invoices are bal- 
anced and payments are made once a week, as more than a million 
invoices are handled in a year. To make payments more fre- 
quently than once a week would add considerable detail to the 
operation with no particular advantage to vendors. 

In addition to the handling of stores’ invoices, cards are punched 
from the various store reports for asset, income and expense 
accounts. After the last balances of store invoices and store re- 
ports are completed for the month, all cards punched during the 
month are sorted to operating accounts and balanced with the 
control. Then the cards are sorted to store order and run through 
the tabulator to prepare a trial balance for each store. On each 
store trial balance, the net differences between all debit and credit 
accounts are represented by a “Home Office” amount, which, for 
the stores, in total, agrees with the general ledger “store control.” 
There is also listed each month a detailed analysis for each ac- 
count, showing the store number and the source and amount of 
each detailed entry from invoice records, weekly reports from 
stores, Home Office disbursements, etc. 

The cards available from operations just discussed are also 
used to list profit and loss statements for individual stores, balance 
sheets, sales, and expense analyses compared with the previous 
year and with the budgets which are established each month. This 
system made it possible to have the accounting work for 200 
stores, for the year 1939, completely closed, and profits deter- 
mined with individual store profit and loss statements and balance 


sheets by January 19, 1940. 
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One of the greatest difficulties was to simplify the bookkeeping 
work which had to be done in the stores, as the store managers 
and assistants are not accountants. They are placed in the store 
to produce sales, and, as a rule, depend upon some young high 
school girl to take care of all the record-keeping and reports. 
Each store pays its employees weekly in cash, and prepares a 
payroll report, showing employee’s name and company number, 
hours worked, amount earned, Social Security deductions, other 
deductions and net amount paid. Social Security presented quite 
a problem with more than 25,000 accounts for employees in vari- 
ous states. All Social Security records are maintained in the 
Home Office, and this is another of the details handled through the 
use of the tabulating machines. Cards are punched each week for 
all payroll payments, showing the details necessary for monthly or 
quarterly reports required by the State or Federal Government. 
In cases where totals only are required, summary cards are used 
to save machine time in listing. The system was easy to install, 
as practically the same method was used for Social Security re- 
ports as were used for vendors’ statements in the accounts pay- 
able division. The only problem was the inaccuracy of Social 
Security numbers in store payroll reports. With numbers of nine 
or ten figures, some figures were transposed. This trouble is be- 
ing overcome by assigning company numbers and tying them in 
with Social Security numbers at the Home Office. 

When a clerk is hired the Social Security number is reported 
on the first payroll report. The Home Office assigns a company 
number to the employee, and thereafter a number of from one to 
four figures is used on payroll reports instead of one of nine or 
ten figures. This method saves considerable time and eliminates 
many errors. 


Personnel Policies 


The personnel policy of the G. C. Murphy Company is slightly 
different in some respects than it is in many businesses, particu- 
larly as it applies to persons in charge of departments and key 
men. In many organizations, when an employee is advanced to 
a higher position he is awarded a small increase in salary at the 
time of the advancement, and further small increases as he gains 
experience and is better able to handle the job. 
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If the employee earns $3,000 a year and is advanced to a posi- 
tion that should pay $5,000 a year, it sometimes takes from three 
to four years to work up to the $5,000 salary. The policy of the 
G. C. Murphy Company is to give the man $5,000 salary at once, 
and expect him to measure up to the job. This policy is more 
productive because rarely is it necessary to wait three or four 
years before he is able to handle the work. He begins at once to 
fight for production. He can’t let down because he knows he must 
produce to hold the job, and the company benefits to the extent 
of that extra production. 

The bonus system extends to every person in the employ of the 
company who has had service of one year or more. Girls in the 
stores are paid a yearly service bonus at the rate of $5 for each 
year of service up to ten years. There are approximately 8,000 
employees paid on this basis, with many of them getting $50 a 
year. All other employees are paid an incentive bonus, based on 
production, such as increased sales or profits, and reduction of 
expenses. 

Each store has a minimum wage schedule, and every new em- 
ployee is hired with the understanding that there will be an in- 
crease in pay every six months for at least three years. This 
method was adopted when it was found that some managers, in 
their eagerness to show low operating expenses and better profits 
for their stores and to their own advantage, were neglecting to 
pay the rates approved by the Home Office. 

The group insurance plan of the G. C. Murphy Company in- 
sures every employee who has been employed a full year. The 
death benefits range according to classes from $500 to $2500, de- 
pending on years of service. In addition to the company insur- 
ance, there is a super-imposed plan, permitting all employees to 
take out additional insurance up to $7500 on payment of premiums 
at the company group insurance rates. 

Just recently there was inaugurated a new scheme which is 
liked very much by the old-timers. It is known as the Veterans’ 
Club. Under former schedules all employees were given vacations 
with full pay: one week when the service was of one year’s dura- 
tion, two weeks for service of two years or more. Under this 
new plan to recognize long, extended service, vacations with full 
pay are given as follows: those who have fifteen years’ service or 
over get one additional week, or three weeks’ vacation. At twenty 
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years, the vacation period will be four weeks each year; and at 
twenty-five, five weeks with full pay. This provision is for every 
employee, regardless of position. 

One other feature which seems to be highly appreciated is the 
employees’ relief plan, which provides for payment of about sixty 
per cent of weekly pay for a period of thirteen weeks. This is 
based on the average weekly earnings for the thirteen weeks prior 
to illness or accident. 

The G. C. Murphy Company is continually planning for the 
welfare of its employees, as it believes that happy employees are 
a vital factor in rendering the type of service to the customers 
which spells success for the Company. 


MATERIAL CONTROL FOR A CHAIN OF 
CONFECTIONERY STORES 


R. F. Brockmiller, Cost Accountant, 
Fred Sanders, Detroit, Mich. 


HIS paper has to do principally with the control of raw ma- 

terials and the distribution of their costs to the various stores 
and manufacturing departments of the company with which I am 
connected. I will also comment on some of the results which we 
obtain from our system and tell how we use these results. 


The Company 

In 1875, Fred Sanders, after a disastrous encounter with the 
Chicago fire, moved to Detroit, and on a borrowed barrel of sugar 
from the Edgat Sugar House and a lot of economic foresight, or 
just plain luck, established the first Sanders Store. From that 
borrowed barrel of sugar the business has grown until today it 
consists of a chain of twenty-one stores all located in Metropolitan 
Detroit, serving approximately twelve million people a year at its 
fountains. 

Some idea of its size is best obtained from the quantities of 
raw materials used each year of which I will cite a few examples: 
We use in our combined manufacturing departments 326,000 
pounds of butter, 375,000 gallons of cream, 165,000 gallons of 
milk, 4,000,000 pounds of sugar, 580,000 dozen eggs, 20,000 bar- 
rels of flour and 750,000 pounds of shortening per year. 
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Controlling Accounts 
Our stock ledger is divided into four principle divisions or ac- 
counts. We call them: 
1. Raw MarterIALs 
Raw materials are items that go into the candy, bakery 
goods or ice cream. 


2. SUPPLIES 
Supplies are items that go along with the sale of candy, 
bakery goods or ice cream, such as boxes, ribbons, wraps, 
etc. 


3. ACCESSORIES 
Accessories are items that are used over and over again. 
Outstanding examples of these are dishes and silverware. 


4. EXPENSE 
Expense items are what most of you men in your metal 
working factories would call factory supplies. 


These four groups comprise some 6,000 different items and it is 
the job of our stock control system to record the orders, receipts 
and disbursements of these items, and to balance at the end of the 
year. I might mention at this point that we are dealing with 
highly negotiable merchandise and we feel that this merchandise 
should be safeguarded to the fullest extent. 

We use a ledger card for recording the history of each item. 
The receipts and disbursements are posted daily on a bookkeep- 
ing machine, posting today’s work tomorrow. Our distribution 
by accounts is made once a month. We usually give the figures to 
the accounting department not later than the 7th of the following 
month, 


Order and Receiving Records 

The first step in this system is our order form. We have an 
ordinary four-part form, the first copy of which is sent to the 
vendor. The second copy is retained in the purchasing office. 
The third is sent to the receiving room, and the fourth copy goes 
to the cost department for posting. This copy is posted to our 
ledger card showing the date of order, the quantity on order, the 
price and the vendor’s name. 
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Upon receipt of merchandise a three-part receiving record is 
prepared. The first copy remains with the merchandise until 
completely verified as to count and condition, and is usually de- 
livered along with freight and cartage bill to the cost department 
late in the afternoon of the day it is received. The second copy 
is sent immediately to the cost department, and there filed by 
vendor’s name. It is used as a check to insure the receipt of the 
first copy, and remains on file under the vendor’s name to assist 
in locating any discrepancy that might occur through loss of the 
original copy. The third copy is retained in the receiving room. 

The work in the cost department on the receiving record pro- 
ceeds as follows: We check the original copy against the second 
copy. Then we stamp the back of original receiving record with 
a rubber stamp, thereby providing headings and space for figur- 
ing the information necessary for posting. We pick up from our 
ledger card the balance, both in quantity and value, and add to it 
the quantity and value plus any frieght or cartage on the mer- 
chandise received. We then divide the new quantity into the new 
value and obtain a new average if there has been any change in 
price. This new average is then posted to the top of ledger card 
by pencil and the receiving sheet is filed in front of the ledger 
card ready for posting on the machine. The posting of these 
receiving sheets is very similar in detail to the posting of our 
requisition which I will explain a little later. 

So far, as you will have no doubt noticed, there is nothing ex- 
ceptional in our handling of our orders or our receipts, but I 
think you will agree with me, as we proceed with this discussion, 
that the handling of our disbursements is somewhat unique. 


‘ 


The Stock Room Order 


We have what we call our stock room order. This is a four- 
part form. If this order is written in one of the stores, the first 
two copies are sent to the stock room to be filled. The third copy 
is retained in the store, and the fourth copy is mailed directly to 
the cost department as a notification that such an order has been 
written, and serves as a check in the event of loss of the original. 

The stock room fills the order showing the quantity delivered, 
also signifying that it has been checked and that the account is 
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accurate. The first copy goes with the goods back to the store 
where it is rechecked and initialed, brought back by the drivers 
and given to the cost department. 

This stock room order has space for thirteen items which is 
just about enough for one store’s daily orders of such perishable 
goods as butter, eggs, coffee, etc. It is an ideal arrangement for 
the person ordering the merchandise, but not very good as a unit 
requisition suitable for posting. 

This was one of the hardest hurdles to get over. The stores 
and manufacturing departments wouldn’t listen to the suggestion 
that they should write one item on a requisition, so that the cost 
department could sort them to like items and reduce the inventory 
daily. It was necessary for us to find some other way of doing 
this. With proper cataloging of all items carried on our inven- 
tory, we were able to design a Keysort card to accommodate sev- 
eral items on each card. 


The Unit Card 


The Keysort card, which most of you have seen or heard about, 
is a card punched all around the edges with each hole marked with 
a number or with a descriptive title according to the use for which 
it is designed. We provided spaces on our card to accommodate 
fifteen items and also code numbers, page numbers, stock num- 
bers, account numbers and factory departments. In addition, 
there is a space at the bottom of the card for quantity and amount 
which is extended and not punched. . 

Our next task was to group these aforesaid 6,000 items of ours 
into classifications such as flour, dairy products, colors, flavors, 
ribbons, wraps, china, silverware, etc., arrange them under these 
classifications, alphabetically or by size, and then assign descrip- 
tive code numbers. We use numbers beginning with 1,000 for 
raw materials, 2,000 for supplies, 3,000 for accessories and 8,000 
for expense. We then put these items on the Keysort card, ap- 
proximately ten items to a card, allowing room for the addition of 
an item here and there and assigned page numbers. 

Now at this point you will notice that we have a problem of 
stenciling these cards. These items are subject to change without 
notice, and we had to have a degree of flexibility that would not be 
permitted if these items were set on a plate and printed. 
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Preparing the Cards 

The device that we use is one that reproduces those crude draw- 
ings on penny postal cards which practically all of you have 
received from cleaners and dyers and insurance firms advertising 
almost anything. We buy small oil paper stencils which we rule, 
and type in the items that we want to print on our unit card, put 
them in this machine and run them off at the rate of 500 in less 
than fifteen minutes. This stencil also provides an easy means of 
erasing an item from our card or adding an item. We usually 
do not run more than a hundred cards of any page at one time. 

The cards are then slotted by page number with the gang punch 
provided for this purpose. This takes only a fraction of a minute, 
after which they are put in a file very similar to that used for sort- 
ing mail, the divisions being smaller, of course. 

The cards are now ready for pulling. The stock room orders 
are sorted by stores and departments and paired off with the 
fourth copies which had been mailed in previously by the stores. 
Then a unit card is pulled from the rack for each item appearing 
on a stock room order. We might have on our stock room order 
two or more items appear- 
ing on the same card. 
However, a card is pulled 
for each item. The quan- 
tity delivered is then 
marked on the card oppo- 
site the item ordered. (See 
Exhibit 1.) 

At this point, before the 
cards are separated from 
the stock room _ orders, 
which you will remember 
are in store or department 
order, they are again slotted 
to store, department or ac- 
count number. We then 
~} date the card with an ordi- 
=F nary rubber dater on the 
| back by hand. We find this 
an aid in locating any er- 
rors which may crop up 
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later on. At this point the cards can be separated from the stock 
room orders because we now have all the information necessary to 
trace a transaction from the card back to the order again. 

So far all the slotting of information on this card has been done 
on the gang punch where you can slot anywhere from ten to one 
hundred cards with one stroke of the grooving knife. 


Punching Code Numbers 


The next step is to punch the code number which enables us 
to conveniently sort these cards in code number order, or the same 
order as our ledger is arranged. This is done on an individual 
card punch that looks something like a small adding machine. 
The card is inserted in the back and the key depressed for what- 
ever number is desired, the handle is then pressed, and the card 
is slotted. One hole is all that is necessary to be slotted per card, 
because the page number previously slotted in combination with 
the one hole slotted on the side of the card is all that is necessary 
to have this card sort out in the desired sequence. Our operator 
averages 2,400 per hour on this slotting operation. 

The sorting of these cards is done by means of a tumbler. 
When you insert the tumbler through these holes and raise the 
cards from the table the slotted cards drop out. My description 
of this sorting is in no way comparable to the results obtained by 
this method of sorting. However, I know we can take a month’s 
collection of 26,000 cards and sort them in a few hours by store 
number, department in the store, and account number ready for 
distribution. 


Posting 

After our daily cards have been slotted on this individual card 
keypunch, they are then sorted by code number ready for posting. 
The girl doing the posting glances at the unit card, pulls the cor- 
responding ledger card from the file, and lines it up in the book- 
keeping machine in front of a carbonized journal sheet on which 
the entire day’s postings will be recorded. The ledger sheet is 
then in position so the operator can see the last average price at 
the top of the sheet. 

At the opposite end of the carriage we have a double roll of 
adding machine tape, the back of the first sheet being carbonized. 
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We place the unit card in front of this tape, set up the price in the 
machine and multiply by the quantity as shown on the card. The 
result prints on the card both in quantity and value, and also on 
the second part of the adding machine tape. 

There may be as high as twenty-five cards for this same item. 
Each card is extended as the first one was, and the total quantity 
disbursed is carried over by the machine and posted in the issued 
column. This amount is automatically deducted from the quan- 
tity on hand, and the new balance in quantity only is set up. 
This new quantity is multiplied by the same price at the top of the 
ledger sheet that was used to extend the unit cards and the new 
value set up. The carriage is spaced so that the next transaction 
appears on the journal sheet and the new balance is subtracted 
from the previous balance. The carriage then returns and the 
difference is printed and accumulated on the left hand side of the 
adding machine tape. If the sum of these two columns on the 
tape agree, there has been no error made in extending the unit 
cards, reducing our inventory, or figuring the new balance on 
the ledger card. This gives us a definite proof of the accuracy of 
our posting. These totals are then posted to the various controls 
for materials, supplies, accessories and expense, showing the total 
amount of disbursements to date. 

The cards are now filed away until the end of the month. They 
are then all grouped together and sorted by store number, depart- 
ment in the store, manufacturing department, or account number 
and added. The totals are balanced with the totals appearing on 
our stock ledger controls. Our record of these disbursements is 
given to the accounting department for entry into their respective 
accounts. 


Other Uses of Cards 


In our business, materials form the major portion of our fac- 
tory cost, so the control of these materials assures the accuracy 
of our costs. The unit card enables us to take a further step in 
that direction with much more ease than would otherwise be pos- 
sible. These 26,000 cards, as I have said before, are sorted by 
store and department. We take the four principal manufacturing 
units, and by listing the quantity and value of the principal items, 
we have a picture before us of the amount and cost of at least 
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98 per cent of the items used each month. We prepare these lists 
or records on a long narrow strip of paper showing quantity and 
value for the month and the year to date. They are then placed 
in a large ring binder so that we can file one next to the other and 
get a comparison of quantity and cost from month to month. 

These items vary in quantity from twenty in the ice cream de- 
partment to approximately one hundred in the sandwich room, 
but as these items make up 98 per cent or better of the tota: raw 
materials consumed, they furnish a gauge when compared to our 
index that tell us the variance between the price of raw materials 
today and the price as we have it in our costs. 


Price Index 


Our index is based on the year 1935. Perhaps a word about 
this index might be interesting. From our accumulated record of 
charges that I have just mentioned we divided the total value of 
goods charged into $100,000, and by multiplying this constant by 
the quantity charged we arrived at a fixed quantity that always 
equals $100,000 when multiplied by the price paid in 1935. As 
these prices change from month to month we multiply by the 
fixed quantity, and the result shows us the increase or decrease 
in the price of materials used. 

As we use, when pricing the raw materials in our costs, the 
average price based on last year’s experience, we can tell from our 
index the per cent of variance in our costs, which gives us much 
the same results that would be obtained from setting up variance 
accounts, and we don’t have to price some 250 items in invoices 
daily at standard cost. 


Control of Store Operations 


Our stores are subdivided into three departments for each 
store—candy, bakery and fountain. Each one of these depart- 
ments in the store operates as a separate unit and each unit is 
expected to show a profit. This type of accounting necessarily en- 
tails a lot of records, but we have found that they more than pay 
for their cost. 

For example, all our stores do not do the same ratio of business 
between the three departments. A neighborhood store might sell 
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a higher percentage of bakery than a downtown store, but the 
downtown store will surpass it with a higher percentage of foun- 
tain business. Our accounting records will tell us this, and if 
any one of the three departments is losing money, we can do 
something about it. For example, one of the stores in our chain 
had a bad fountain problem. This was uncovered by our records, 
and a change of equipment corrected the deficiency. 

Our controller is able to form a very accurate picture of each 
store and store manager’s efficiency by the very simple arrange- 
ment of eliminating the expenses not directly under the control 
of the manager, and comparing the balance of the store cost of 
operations with that of the other stores. This permits a compari- 
son of such important outlays as store payroll, supply and ac- 
cessory costs, returns, etc. This is accomplished only through ac- 
curate accounting records. 


Setting Selling Prices 


The determination of our selling prices is a matter of market 
conditions. In other words, the customer has a lot to do with it. 
If we decide to sell a layer cake or a box of candy which the cus- 
tomer doesn’t think is worth the price asked, it is immediately de- 
tectable in the sales of that particular item, and it is up to us to 
either make it a better value or discontinue it entirely. 

The mathematics of figuring the selling price or “Book Selling 


‘Price” as we call it, is again dependent upon accurate accounting 


records. We recognize the fact that some stores could sell our 
product slightly cheaper than others, but we do not consider it 
good business to have two prices at different locations. So we 
group all our store expenses and apply them to our factory cost 
on a percentage basis the same as factory overhead is generally 
applied on labor. This gives us an average figured selling price 
for the chain. We report the book selling price to the sales man- 
ager and he sets the nearest even amount at which he thinks he 
can sell the item. If he doesn’t care for the price at all, which 
very often happens, the item in question is returned to the pro- 
duction department to see what they car do with it. Very often 
some slight change in the manufacturing method will produce a 


more attractive selling price. 
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Control of Stores Through Fixed Gross Profit Percentage 


We bill the stores and credit our manufacturing departments 
at a fixed percentage of list price. We try to maintain this per- 
centage as near as possible to factory cost, thereby placing the 
profit, if any, in the stores and allowing the factory to break even. 
This method also establishes a fixed gross profit which otherwise 
would vary, depending on the type of merchandise sold at dif- 
ferent stores. 

I have explained previously our method of controlling store ex- 
penses, but one of the hardest items to control, or at least to ac- 
count for, is the loss through careless handling of merchandise, 
that is, spoilage, over-weights, and serving larger portions than 
specified. Our fixed gross profit will show us if this condition 
exists. The manager is then informed and it is usually corrected 
through his own efforts. 

In closing I would like to point out that we are putting our 
stock control ledger to new uses right along. Gradually we are 
building it to the point where some day we might almost call it a 
specification file. It has received very favorable comment from 
the manufacturing departments and from the sales departments 
for the ease and rapidity with which we can supply information. 
And one of the very definite accomplishments has been to decrease 
our inventory adjustment from a figure of between $25,000 and 
$30,000 a year to approximately $1,200 this last fiscal year. 
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